The changing nature of the federal revenue system is analyzed in terms of receipts as a percent of CNP, and the component taxes as a percent of total receipts. GNP provides a useful reference point because discussions of the role of government focus on expenditure and revenue trends relative to growth in the economy.
4 An examination of component taxes relative to total receipts yields information relating to the elasticity of the tax structure, that is, the responsiveness of the tax system to economic growth, and the incidence of the tax system, that is, who pays the taxes. 5
Tax revenues are determined by two factors: the relevant revenue base and tax rates. Revenue trends, as shown in charts 1 and 2, thus reflect both changes in the revenue base and legislation affecting the effective tax rate. Tables 1 and 2 summarize major tax legislation over the past 25 years. REVENUES: 1955-80 From 1955 through 1961, revenues due to tax legislation changed very little (see table 1 ). The only component of federal revenues that reflected changes in tax rates during this period was social insurance contributions, and these changes were quite small (table 2) . Otherwise, the composition of tax revenues changed as a consequence of the differential response of relevant tax bases to movements of the overall economy, as well as the sensitivity of each tax to changes in its base. On June 4, 1981 (GPO, November 28, 1980), pp. 172-208. more complete analysis of the role of government and its impact on the economy would stress the amosmt of resources absorbed by way of expenditure. The financing of expenditure includes taxes, borrowing and money creation. The latter is, of course, a bidden tax, but is just as real as an explicit tax in terms of transferrng resources from the private sector to the government. For a general discussion of the inflation tax, see Carl S. Shoup, Public Finance (Aldinc Publishing Company, 1969) , pp. 452-61.°T he incidence of a tax, that is, who bears the final burden of the tax, is, of course, much more complex than indicated here. Nonetheless, extending such an analysis for a tax system requires information on the types of taxes and their relative impontance. For further discussion, see Shoup, Public Finance. 
PAST TRENDS IN FEDERAL

Trends in Federal Revenues
this tax are highly sensitive to movements in economic Finally, other taxes, which inc-rude customs duties, activity. Two, most of the major tax hills enacted in estate and gift taxes, and miscellaneous receipts, have the last 25 years contained provisions that directly been rising in relative importance, with the average affected this particular source of revenue, rate of increase for the 1955-80 period exceeded only by social insurance contributions.
Aside from the mdwidual income tax, the remainder of the federal tax structure has changed significantly since 1955, Social insurance contributions, for example replaced corporate income taxes as the second mos PROJECTIONS OF FEDERAL -important source of revenue after 1968. The decline REVENUES: 1981-86 in the proportion of corporate income taxes to total
The administration has submitted a set of proposals receipts pnmarily reflects the downward trend of corthat affects the federal revenue system. Viewed porate profits relative to GNP. In addition, however, against the trends of the last 25 years, how would the effective tax rate for corporate income has been these proposals affect the total and the composition reduced several times since 1955.
of federal tax revenues? The steady rise of social insurance contributions as a percent of total revenues from 1955 to 1975 is the Economic Assumptions result of frequent mcreases in the tax rate and the expansion of the tax base (table 2) . Since 1975, howAs noted above, changes in the total and the comever, social insurance contributions have stabilized at position of federal revenues occur even without tax about 31 percent of total revenues despite annual inlegislation. Consequently, projections of future revecreases in the taxable wage base.
nue depend, in part, on the nature of one's economic assumptions. The administration's economic assumpExcise taxes have become increasingly less importions are summanzed in table 3. tant as a source of federal revenue for two reasons: First, major reductions in excise taxes were legislated
The key assumption underlying the projected in 1965 and 1971. Second, revenues from this tax do growth of federal revenues is the growth in nominal not generally rise with inflation since they are usually GNP. The administration has projected a relatively expressed as an amount per physical unit (for exrapid 11 percent average rate of growth in nominal ample, the federal excise tax on gasoline is 4 cents GNP for the 1980-88 period. Given the historical per gallon).
relationship between money and GNF, this CNP FEDERAL RESERVE DANK OF ST. LOUIS growth path implies that M1B will have to increase at an average 8 percent rate over this period."
The administration does not specify its assumptions about the relevant tax bases for particular taxes. Certain indicators, however, serve as proxies. For example, personal income is a proxy for the tax base pertinent to individual income taxes and, with consumption dependent on personal income, it serves the same purpose for excise taxes. Corporate profits before taxes provide a tax base proxy for corporate income taxes. Wages and salaries are a proxy as a tax base for social insurance contributions, The projected growth of each of these tax bases depends primarily on the assumed growth of GNP.
Although economic assumptions relating to prices and output are important in and of themselves, they are not so critical for tax projections. Nominal GNP, regardless of the way it is divided between price and output, is the most important detenninant of revenue. 7
Proposed Legislation
The administration's economic program centers on a reduction of individual income tax rates and depreciation reform. In addition, it proposes to increase aviation-user taxes and user fees for barge operators.
Individual income taxes -Proposals that affect individual income taxes include reducing marginal tax rates by 10 percent each year for the next three years, beginning July 1, 1981. Tax rates would be reduced relative to 1980 by 5 percent for calendar 1981, 15 percent for calendar 1982, 25 percent for calendar 1983, and 30 percent for calendar 1984. Marginal rates would be reduced from their present range of 14-70 percent to 10-50 percent as of January 1, 1984. In addition, to the extent that depreciation reform applies to unincorporated businesses, individual income taxes would be further reduced through a reduction in the taxable income of proprietors and partnerships.
Corporate income taxes -The proposed "accelerated cost recovery system" enables corporations to write-off capital expenditures faster, under simplified and standardized rules, and liberalizes the laws relating to the investment tax credit. on a "10-5-3" year classification of property. Three-year property consists of autos and light trucks plus machinery and equipment used in research and development. Five-year property consists of other machinery and equipment. Ten-year property includes factory buildings, retail stores, warehouses and some public utility property.
Social insurance contributions -The only proposal affecting social insurance contributions is an increase in railroad retirement payroll taxes. Otherwise, such contributions are scheduled to increase through 1984 under existing legislation. 8
Excise taxes .-Increased charges are proposed for aviation users and barge operators. These charges are intended to recover most of the costs associated with the movement of air traffic and the operation and construction of new waterway facilities.
Projected Trends
The economic assumptions and the proposed legislation provide the basis for revenue projections. Since the proposed legislation takes the form of either changed tax rates or new taxes, revenue trends in the absence of such legislation provide a useful basis for analyzing the impact of the proposed changes. Revenue projections based on existing legislation are called "current services estimates."
Current services basis -Charts 1 and 2 show revenues projected on a current services basis as a percent of GNP. and the component taxes as a percent of total receipts.°The nominal GNP used for these calculations are the administration's estimates as of March 1981. Although the split of GNP between prices and output would probably be different if, in fact, no tax changes were legislated, there is little reason to think that nominal GNP would be any different.T he existing legislative schedule for social security taxes ineludes the following: iil~''1~"~d~1i,,,~ to 12.8 percent in 1986. When viewed in terms of marginal rates as applied to adjusted income, the rise is even more dramatic (see table 4 ). Because existing legislation provides for increases in both the wage base and tax rate, social insurance contributions would also rise relative to GNP, from 6.3 percent in 1980 to 6.8 percent in 1986. The remaining taxes would change little relative to CNP over the same period.
Chart 2 shows the distribution of taxes on a current services basis. With no legislation, individual income taxes would rise to 53.0 percent of total receipts by 1986, up from 48.9 percent in 1980. Social insurance contributions would drop to 28.2 percent of total receipts in 1986 from 30.9 percent in 1980. Corporate income taxes would continue to decline as a proportion of the total, to 10.4 percent compared with 12.4 percent in 1980. Excise taxes would rise early in the period because of the windfall profits tax, but would then fall back, showing little change relative to total receipts from 1980 to 1986.
Administration projections -The revenue impact of the administration's proposal is also shown in charts 1 and 2. Relative to GNP, total receipts would decline from 20.3 percent in 1980 to 19.6 percent in 1986, a decline that occurs because the tax cut primarily affects individual and corporate income taxes. Although individual income taxes relative to GNP decline only from 9.5 percent in 1980 to 9.1 percent in 1986, the tax cut is large relative to the current services estimate. Furthennore, the rapid rise in marginal rates would be arrested (table 4). The decline in corporate income taxes is somewhat greater, 1.5 percent of GNP in 1986 compared with 2.5 percent in 1980. Social insurance contributions difler little from current services estimates because the proposed legislation is not directed at these taxes. The remaining taxes are projected to keep pace with GNP, that is, their proportions change little from 1980 to 1986. Chart 2 summarizes the distribution of total receipts among the components. Although varying during the projection period, individual income taxes in 1986 would be about the same proportion of the total as they were in 1980-almost 47 percent. Social insurance contributions on the other hand, would rise from 30.9 percent of total receipts in 1980 to 34.8 percent in 1986. Corporate income taxes continue their fall from the 1955-80 period to 7.7 percent of total receipts in 1986, Excise taxes, after rising relative to the total in 1981 and 1982, end up somewhat higher in 1986 than in 1980. Other taxes and revenues are essentially unchanged as a percent of total receipts. 
SUMMARY
This article summarizes trends in federal revenues over the past 25 years, examining the potential impact of proposed legislation on these trends for coming years. Only tax receipts are considered explicitly; funds raised by borrowing and money creation are ignored. Furthennore, no attempt is made to evaluate the program in terms of conventional criteria such as impact on economic growth, resource allocation, distribution of income or economic stabilization. Nevertheless, the simple description of developing trends is a starting point for a more complete economic analysis.
Examination of revenue trends for the period 1955-80 indicates that, for most of the period, total receipts essentially kept pace with nominal GNP, though they have accelerated recently. Even so, 1980 total receipts as a percent of GNP were still below the proportion reached in 1969 when a surcharge was added to individual and corporate income taxes during the Vietnam War. Though total receipts remained relatively stable, its composition changed dramatically over the 1955-80 period. Individual income taxes as a percent of total receipts fluctuated within a fairly narrow band, but social insurance contributions rose from 11.9 percent of the total in 1955 to 30.9 percent in 1980. Both corporate income taxes and excise taxes declined throughout the period.
The administration has proposed legislation that would significantly affect these trends. The relevant comparison against which to measure the impact of these proposals is the current service estimates, that is, projections based on the existing tax structure. On a current services basis, total receipts would rise sharply to 24.1 percent of GNP in 1986. The effect of the proposed legislation, which affects mainly individual and corporate income taxes, would be to reduce the rise of total receipts relative to GNP. However, the proposed tax cuts would be insufficient to lower the percentage of total receipts to GNP to its 1955-80 average of 18.6 percent.
With respect to the relationship of specific taxes to total receipts, the legislation appears roughly to keep past trends intact. In other words, individual income taxes would rise slightly relative to total receipts, while social insurance contributions would continue the rising trend established in the 1955-80 period. Corporate income taxes would continue downward, but excise taxes would reverse their 1955-80 downward trend and rise in the 1980-86 period.
